Abstract
Introduction
It is obvious that monetary policy is always driving force for commodity price globally and it is so important to examine the relationship between monetary policy and commodity price basket. Various studies responses on going to monetary policy to commodity price fluctuations (Gelos & Ustugova, 2017; Hove et al., 2015) . It is a serious concern to experts regarding monetary policy to commodity price for an extended period. However economists are finding the different role of speculators and demand, supply growth and other factors shock this commodity price boost and monetary policy does not receive as much attention.
Monetary policy leads to getting a long-lasting impact on commodity price in a country that has high food share in the spending basket and it is less tightly inflation as expected. Despite the healthy economic expansion of the previous year, the country economy is in progress with control. There is much growth in this year compared to the previous year than expected, and it is remarkable for the economy of the country. Apart from it, there is a recent slowdown in private sectors' consumption, and utilization that is owed to lower agriculture earning and debt of consumers and household could be detained, and one more component is a willingness to save. In the meantime, ambiguity about worldwide demand might have dragged personal investment, particularly in the export-oriented sector.
Sometimes the impact of monetary policy shocks to commodity price created inflation that is unpredicted and even not constant and unlikely to be controlled by economists and policymakers. The central bank is to establish the credibility to set better of setting and announcing the monetary policy in the shape of headline inflation, which is preferable in the economy rather than follows others. In this regards; Inflation is a complex issue and can create a gap in global output in different countries of the world. However, there is one critical factor that must include that is volatility of the nominal exchange rate.
Many authors also explore the effect of globalization on domestic price in the market. Pain et al. (2006) iscovered that import prices have a direct relation with inflation and the role of Organization for Economic Co-operation and Development (OECD ) has a substantial impact on consumer price inflation. They highlighted one more point that stability in globalization, lesser inflation lead to enhancing the commodity prices and eventually to boost inflation because many counties have a lower cost of production and are usually more intensive for commodities. Wynne & Kersting (2007) employ the connection between globalization and inflation. They discover a negative relationship having a long-term impact of inflation on various countries in the world. They add more to define that the overseas production gap creates inflation in a country like the United States. Frankel (2006) , Hammoudeh et al. (2015) , Scrimgeour (2015) proved that expansionary monetary decision making and thin policy rate has a direct impact on high commodity prices (inflation). They recommend that the new strategy might have been optimistic for commodity manufactures and pessimistic for consumers. However, new strategies of study integrate current common public policies and findings are confirmed to explain the effects of the policies. Cody & Mills (1991) assured that the impact of inflation would stress on commodity price in monetary policy criteria. Laxton & Pesenti (2003) build an economic model in which they examine to stabilize features of various monetary policy systems under different shocks. They add further to explain that conventional Taylor rules do not perform better than inflation-forecast based rules and stabilization of inconsistency in output in the economy. Parrado et al. (2004) employ a DSGE model in which he explains that the monetary policy and exchange rate can have differences in macroeconomic instability and welfare in the economy. In addition to domestic inflation, targeting yields present better results than CPI targeting ever since to stabilize inflation, real exchange rate, and the output gap. Anzuini et al. (2013) conclude that expansionary monetary policy shocks in the United States drive up the broad commodity price index and all of its components. Lovcha & Perez-Laborda (2018) onclude that the long memory properties of inflation remain stable across the usual sample splits in the literature. Gali & Monacelli (2005) suggest a small open model in which to implicate the macroeconomics of CPI forecasting inflation, properties, domestic inflation targeting, and exchange rate objective. They also suggest that when establishments are in order; yield of targeting inflation to be stable outcome better than exchange rate targeting and CPI in response to output gap and inflation. Devereux et al. (2006) study a small open economy model in which there is an alternative monetary policy shock to terms of trade and foreign interest rate to the Asian economies. They invested in a study that non-tradable inflation is not better than CPI inflation targeting due to having a target in stabilization output. On the other hand, in order to stabilize the economy, it seems that CPI inflation has the expense of high fluctuation of exchange rate. They also add that financial obstacles have an external shock but not possible to alter the ranking of rules and regulations in monetary policy. As welfare analysis is a concern, they found that non-tradable inflation targeting executes better than exchange rate and CPI.
In the financial world, banks are legally needed to hold claims against central authority and banks create deposits and loans from that, the role of central authority is to control over the supply of claims against it. Therefore, it said that monetary policy is a powerful tool, which affects a country's economy, for either good or ill. Pindyck & Rotemberg (1993) state that commodity prices go simultaneously and the impact of current macroeconomics that surprises and evaluates the result against the standard competitive model of price development of commodity markets. They also have a dispute over the financial speculator who provides a possible outcome for their result. At the end of the result, the corresponding ups and downs of the process in different commodity market after the period 2006.
According to Garner (1985) put an argument that commodity prices play the central role in the market in order to get balance State Bank is to be supposed not target commodity price because it is complicated to control by them. Lapp (1990) formed a model in which it depicted that inadequate information and rational expectations determine agricultural commodities price. In the year 1951 to 1985, monetary policy has not played a significant http://journal.uinjkt.ac.id/index.php/signifikan DOI: htttp://dx.doi.org/10.15408/sjie.v8i1.7012 role in changing agricultural prices. Lapp (1990) instigated only one year that has a positive effect of unanticipated money growth on prices.
Based on several previous studies, it has found that there are some contradictions related to the relationship between monetary policy shocks and commodity prices. This study will examine the relationship between monetary policy and commodity price by employing a vector auto-correlation in Pakistan. So, this study will make a significant contribution in seeing how the effects of the shock due to changes in monetary policy on commodity prices.
Methods
In order to get a significant result of the research paper is to employ a Vector Auto Regression Model (VAR). The Vector Auto Regression Model is useful in time series data and more analytical, organized and consistent with examining the effects of dependent variables for quantitative research. The collection of data is based on monthly from January 2008 to August 2016 and had received from Pakistan Bureau of Statistics Department. The requirement of data is according to a VAR environment as literature suggested. To check the response of monetary policy shocks to commodity price has reciprocal retort of endogenous variance. There is also an estimation of the Impulse response function in the graphical representation and to see shocks in percentage by employing the Variance Decomposition test.
To predict and anticipate the data, VAR is run to check normality in the model, and different variables can also be the part of text appraisal. First, the impact on monetary policy to commodity price has to be vision the financial market to predict and evaluate in a way that variation of prices in crude oil, land and agriculture crop is put forward in Pakistani market and useful for economists and participates. Second, the well-organized information about the provisional and certain disparity of the monetary policy to commodity price that will be helpful for the market.
Below given are the model expressed in form of the equation.
MPR t = α 1 + β 1 GT24 t + β 2 HSD t + β 3 KO t + β 4 PS t + β 5 RB t + β 6 RBB t + β 7 RBS t + β 8 WHEAT t + ∈ t (1) GT24 t = α 2 + β 1 MPR t + β 2 HSD t + β 3 KO t + β 4 PS t + β 5 RB t + β 6 RBB t + β 7 RBSt + β 8 WHEAT t + ∈ t (2) HSD t = α 3 + β 1 MPR t + β 2 HSD t + β 3 KO t + β 4 PS t + β 5 RB t + β 6 RBB t + β 7 RBSt + β 8 WHEAT t + ∈ t (3) KO t = α 4 + β 1 MPR t + β 2 HSD t + β 3 KO t + β 4 PS t + β 5 RB t + β 6 RBB t + β 7 RBSt + β 8 WHEAT t + ∈ t (4) PS t = α 5 + β 1 MPR t + β 2 HSD t + β 3 KO t + β 4 PS t + β 5 RB t + β 6 RBB t + β 7 RBSt + β 8 WHEAT t + ∈ t (5) RB t = α 6 + β 1 MPR t + β 2 HSD t + β 3 KO t + β 4 PS t + β 5 RB t + β 6 RBB t + β 7 RBSt + β 8 WHEAT t + ∈ t (6) RBB t = α 7 + β 1 MPR t + β 2 HSD t + β 3 KO t + β 4 PS t + β 5 RB t + β 6 RBB t + β 7 RBSt + β 8 WHEAT t + ∈ t (7)
RBS t = α 8 + β 1 MPR t + β 2 HSD t + β 3 KO t + β 4 PS t + β 5 RB t + β 6 RBB t + β 7 RBSt + β 8 WHEAT t + ∈ t (8)
WHEAT t = α 9 + β 1 MPR t + β 2 HSD t + β 3 KO t + β 4 PS t + β 5 RB t + β 6 RBB t + β 7 RBSt + β 8 WHEAT t + ∈ t (8)
Where as MPR is the monetary policy rate, t is the time variate, GT24 is (Gold Tezabi 24 carat), HSD is (High-speed diesel), KO is (Kerosene oil), PS is (Petrol super), RB is (Rice basmati), RBB is (Rice basmati broken), RI is (Rice Irri-6 Wheat), e is represented by error term (Residuals).
Results & Discussion
In Table 1 , the descriptive analysis suggests that the correlation among different variables and time series quantitative data assess. Table 1 consists of Mean, Median, mode show overall on the average range and standard deviation estimates dispersion in given data set as well as maximum (high value) and minimum (low value) is also part of the study. It also associates the relationship between variables that depicts values significant or insignificant. The result shows that the mean price of the sample period of Gold Tezabi 24CT10 GM is 39252.44 for the last eight years approximately.
On the contrary, Jarque-Bera (P value) is 0.0247 which means insignificant because of its value is less than 0.05. Hence the data is not normally distributed. The result represents high-speed Diesel (HSD LTR) 87.87 on average in the data set. However, Jarque-Bera (P value) is 0.0287 that shows data is insignificant due to p-value below 0.05. So it is not normally distributed. The impulse response function is used to evaluate and depicts that impact of in MPR (TB6) on rice price sustains 5-6 months whereas it is to eliminate in the long run. In other words, we can say that there is a short-term relationship between variable rather than a longrun perspective. Therefore, consumers will be affected negatively due to the increase in the price of rice. Figure 1 shows that there is the impact of in MPR (TB6) on Gold Tezabi (24) on short term perspective whereas long term because the graph is more or less parallel to x-axis which suggests that effect of interest rate is removed but increase in interest rate lead to shrinking goldsmith purchasing power 5-6 months. In a nutshell, the interest rate affects yellow metal greatly in the period of the short run.
Besides that, Figure 1 explains that the response of an MPR (TB6) shocks on Highspeed diesel (HSD) is negative for 4-5 months because interest rate increases HSD get a little impact on the short term rather than the long term as prices of rice get much fluctuation for a certain period in months. It can say that in MPR (TB6) on Kerosene oil do have an impact on 5-6 months in short-term as the graph does not show a long-run effect on KO. So we can predict that prices of kerosene oil can fluctuate in short-term relatively than long-term.
Figure 1 also shows that in MPR (TB6) on Petrol super has a negative impact because it reminds not positive 7-8 months respectively and its' impact has long run rather than short-run perspective. Besides that, Figure 1 explores that MPR (TB6) on rice basmati super; continue 5-6 months as compared to the long run. It can examine that there is a little impact on these variables along a period of ten years. So, consumers' purchasing power gets much influence on it and has to stay away from the market. Figure 2 explores that MPR (TB6) on rice basmati broken and continues 5-6 months as compared to the long run. There is a little impact on these variables along a period of ten years. In order words, consumers' purchasing power get much influence on it and have to stay away from the market. The response of MPR (TB6) shocks on Wheat is negative for 7-8 months because interest rate increases; Wheat gets much impact on the short term. As prices of wheat play an essential role to consumers and it is an essential commodity that has a significant effect on average people in the case of Pakistan.
There is multi-analysis of different variables in the following figures which show positive and negative impact in the short run and long run. The effect of the impulse of interest rate is going to affect Gold Tezabi (GT24) prices for 5-6 months, and there is a little impact on the long-run perspective. The effect of interest rate is going to affect High-speed diesel (HSD) not much in the short term. Whereas, long-term values are more or less parallel to the x-axis, which suggests that, the effect of interest rate removed. The effect of interest rate on Kerosene oil (KO) does have an impact on 5-6 months in short-term, as the values do not show a longrun effect on KO. So we can predict that prices of kerosene oil can fluctuate in the short-term rather than long-term. The effect of the impulse of interest rate is going to affect a little on Petrol super price. Bodenstein et al. (2008) conclude that there is an adverse energy supply shock that implies a rise in core inflation. Wang et al. (2014) indicate that the responses of agricultural commodity prices to oil price changes depend significantly on whether they cause oil supply shocks, aggregate demand shocks or other oil-specific shocks mainly driven by precautionary demand. Ahmadi et al. (2016) find that based on impulse response functions, the response of volatility of each commodity to an oil price shock differs significantly depending on the underlying cause of the shock. Rafiq & Bloch (2016) explain that the long-run positive impacts of oil prices found for 20 commodities and short-run negative impacts for 13 commodity prices.
The empirical result in the appendix (Table A until Table G Gubler & Hetweck (2013) shows that commodity price shocks are a significant driving force of macroeconomic fluctuations. Chambers & Just (1982) shows that tight monetary policy will lower prices and increase demand for domestic agriculture. Belke et al., (2010) , Browne & Cronin, 2010) find that different price elasticity in commodity and consumer goods market can explain the recently observed overshooting of the commodity over consumer prices. The agricultural spot price can fall by exhibiting a wrong adjustment at the instant of the announcement of the increase in the money supply under certain conditions (Tai et al., 2014) . Hammoudeh et al. (2015) conclude that policymakers should recognize the source of sector inflation before taking monetary policy. The appropriate response to commodity induced exogenous shocks is to target CPI inflation (Hove et al., 2015) . Countries with more independent central banks and higher governance scores seem to have contained the impact of the commodity price shocks better (Gelos & Ustugova, 2017) .
Conclusion
It is to summarize our findings that there is an implicit effect of monetary policy on commodity prices based on the short-term interest rate in our economy in the case of Pakistan under assessment in our empirical study. Higher volatility in interest rate presents a higher impact on commodity prices in short-run. It believes that high prices of commodities always affect ordinary people more than rich people because ordinary people are not able to escape themselves against fluctuation in costs and cannot face risks.
The government is keen to implement low prices of rice and wheat and reduce the burden on ordinary people, which central bank has pointed out in its statement on financial policy. The central banks should announce and communicate monetary policy related to underlying inflation than a headline in economics.
